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AS ELKO GRUPA MANAGEMENT REPORT ON CONSOLIDATED 
FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2009 

 

Business activities 

AS ELKO Grupa (hereinafter – the Company) is one of the largest distributors of IT products in the 

Baltic States, Central and Eastern Europe. The Company’s core business activity is wholesale 
distribution of computer desktop components and peripherals, notebooks, monitors, multimedia and 

software products, server, network component and networking solutions, using the wide network of 
the ELKO GRUPA subsidiaries  and cooperation partners, representing a broad range of vendors of 

these products all over the world, including Acer, Intel , Samsung, Sony and Western Digital. 

The key to the success of AS ELKO Grupa as the parent company is the long-term strategy for 
cooperation with vendors developed over the years, centralized purchase system, functionality of 

business process management and financial management.   

 

Financial analysis 

ELKO Grupa AS turnover in year 2009 has reached USD 642.1m that constitutes 39.3% decrease from 
the corresponding period in 2008. Consequently gross margin has decreased by 35.6% and reached to 

USD 27m in 2009. Both turnover and gross margin results have decreased due to the local market 
contractions and the global financial crisis that affected Company performance particularly in 2008Q4 

and in the first half of the 2009. However second half of the 2009 has brought positive trend to the 

market and to the Company results respectively. Turnover of the last quarter of 2009 has increased by 
the 6.8% comparatively to the 2008Q4. Furthermore gross margin was USD 4.5m in 2009Q3 and USD 

13.8m in 2009Q4 that constitutes 4.7% and 25.9% increase respectively. 

During the market contraction phase Company has significantly decreased its distribution and 

administration costs 13.1% and 15.0% accordingly. Personnel costs were cut from USD 12m in 2008 
to USD 9.8m in 2009 thus corresponding to the most significant decrease in expenses. 

The Company conservatively evaluated its financial assets in 2009 and booked USD 30.8m in 

provisions for bad debtors. Thus as of end of 2009 Company reports negative net result and loss in 
amount of USD 26.6m contrary to the profit of USD 12.9m in 2008. However positive market trends in 

second half of the 2009 allowed Company to report positive net results in last two quarters of the year 
USD 1.9m and 3m respectively. In 2008 Company reported net loss in amount of USD 1.7m and USD 

0.2m in last two quarters.  

The equity ratio of the company calculated as equity over assets reached 41.2% and has significantly 
increased from December 31, 2008 (30.3%). The Company has also improved its financial leverage as 

the debt-to-equity ratio has decreased from 1.43 to 0.73. 
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Management report (cont’d) 

Prospects 

The Company’s performance is and will be influenced by macroeconomic, competition and political 

situation and developments of markets where the Company has cooperation partners. The key factors 
driving the Company’s growth was the increase in demand in the markets where the Company 

operates that were mainly affected by rapid economical development as well as comparatively low use 
of computers. The other factors include inflow of the EU structural funds and increase in local 

productivity of the Baltic and Eastern European companies as well as reforms in the government sector 

in the CIS region.  

There are positive signs that demand in the Company’s markets have stabilized and show weak, but 

tendency to grow. That allows company to remain conservatively optimistic regarding trade volumes in 
2010. 

Given the current market conditions the Company has implemented strict cost saving policies to align 
the costs with the sales amounts. The measures taken include reduction of the salaries by 15% as of 

April 1, 2009 and reduction of staff by approximately 10%. Significant resources have been devoted 

towards review of processes and efficiency improvements. As a result the distribution and 
administrative costs were decreased by 13.1% and 15.0% in 2009. The Company plans to increase its 

turnover and profit margin by adapting to the current market conditions and completing all internal 
efficiency improvements in the meantime keeping administrative and distribution costs at the same 

level.   

In the light of given credit and IT market risks the management has assigned priority towards working 
capital management. The Company has tightened its credit policies by reviewing customer payment 

terms and requiring additional securities from customers in order to back up the provided credit lines. 
It is expected that some part of the provided provisions are recoverable pending customers’ abilitity to 

solve the liquidity issues. The management has strong belief that furtherly there should not be any 

considerable defaults by customers. 

Despite negative net result as of end of 2009, Company remains positive about future prospects due 

to the positive trend in second half of 2009. The Company in very short period has been able to 
balance expenses and significantly change internal business processes, like procurement, credit 

policies, logistics etc. Results of rationalization lead to the positive results in second half of 2009 and 
provide positive improvement for 2010. The Company management believes that current sound 

financial standing provides solid base for the future business growth. 

Significant events during reporting period 

In 2009 the Company has become the official distributor and/or has established business partnerships 

with well known IT companies, such as:  Compucase, In WIN, NVIDIA, Lenovo and MSI. 

In August 2009 the Company has announced the suspension of operations in Croatian market. Due to 

the adverse market conditions as well as unacceptable cash cycle and profitability in Croatian market 

the management has evaluated further options and decided to suspend the operations in the 
respective market and continue to devote more efforts and resources for developing the operations in 

the remaining markets. The suspensions of the operations in Croatian market will not significanly 
affect the operations of ELKO Group.  

AS ELKO GRUPA structure 

AS ELKO Grupa has shareholding in ten subsidiaries: SIA ELKO Latvija, ELKO Kaunas UAB, ELKOTECH 
d.o.o., ELKO Eesti AS, ELKOTech Romania SA, WESTech s.r.o., ELKOTEX d.o.o., ELKO Trading 

Switzerland A.G., Elko Marketing Ltd. and Statex Consulting Ltd. AS ELKO Grupa has majority 
shareholding in all of the subsidiaries.  
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Management report (cont’d) 

 

Financial risk management 

Multi-currency risk 

AS ELKO Grupa operates internationally and is exposed to foreign exchange risk arising from primarily 

with respect to US dollar, euro and Russian rubles. Foreign exchange risk arises from future multi-
currency transactions and recognition of assets, liabilities and long-term investments in various 

currencies. 

The purchase of goods is predominantly in US dollars, but sales are conducted in different currencies. 
In the CIS region main currency is US dollar, but in the Baltic trade is conducted in local currencies 

that are pegged to the euro. CEE countries Slovakia and Slovenia trades in Euros, but Romania in 
national currency – Romanian lei(s).  

The Company has shareholding in foreign currencies and is therefore exposed to foreign currency risk 

when financial assets and liabilities denominated in foreign currencies are translated into the 
presentation currency – US dollar.  

The sales of the Company are mainly in US dollars accordingly to minimize the currency risk the 
financing is also in US dollars.  

 

Interest rate risk  

AS ELKO Grupa uses current borrowing for financing part of its current assets. All the borrowings are 

at floating rate that exposes the Company to interest rate risk. 

 

Credit risk 

Credit risk arises from the credit exposure to outstanding trade receivables. AS ELKO Grupa has 
implemented procedures and control mechanisms to manage credit risk. Credit risk is partly minimized 

through credit risk insurance that the Company started using in August 2006 and conservative credit 
monitoring policies. Individual risk limits are set based on internal or external ratings in accordance 

with the credit policy. The utilization of credit limits is regularly monitored.    

 

Inventories 

AS ELKO Grupa determines the amount of inventories based on the expected future demand and 
market saturation. Any changes in the demand and/ or rapid obsolescence of the products or 

technological changes will result in excess stock and accumulation of obsolete items. The Company 

makes centralized plans for purchase and sale of the products and the procedures for ordering of the 
goods help to decrease the inventory days. Weekly inventory analysis decreases the need to establish 

provisions for obsolete items.  

The risk related to product flow management is partially reduced through price protection 

arrangements under the cooperation agreements with major vendors. The agreements provide for 

compensation for the price reduction in case of decline of the market prices for the goods at the 
Company’s warehouse or that are already ordered. 
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Management report (cont’d) 

Financial risk management (cont’d) 

 

Liquidity risk 

Prudent liquidity risk management includes maintaining sufficient cash, the availability of funding from 

an adequate amount of committed credit facilities. In future the Company’s management plans to 
increase the liquidity reserve based on the expected cash flows by improving the management of 

working capital. 

 

Events after balance sheet date 

Except for the aforementioned events there are no subsequent events since the last date of the 
reporting period, which would have a significant effect on the financial position of the Group as of 

December 31, 2009.  

 

 

 

Egons Mednis 

 

Chairman of the Board 

President 

Riga, March 26, 2010 
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STATEMENT OF DIRECTORS’ RESPONSIBILITY  

 

 

The Board of JSC ELKO Grupa confirms that based on the information available at the time of the 
preparation of the financial statements, the consolidated financial statements give true and fair view in 

all material aspects of the financial position of the Group as of December 31, 2009 and of its financial 

operations for the year 2009. The financial statements are prepared in accordance with International 
Financial Reporting Standards as adopted by the European Union. During the preparation of the 

financial statements the management has: 

on consistent basis applied appropriate accounting methods;  

has provided well-grounded and prudent conclusions and evaluations;  

has followed the going concern principle.  

The Board of Directors of JSC Elko Grupa is responsible for the maintenance of proper accounting 

records so that at the appropriate moment the financial records would show the true and fair view of 
the financial position of the Group and would ensure the possibility for the management to prepare the 

financial statements in accordance with International Financial Reporting Standards as adopted by the 
European Union. 

 

 

Egons Mednis 

 

Chairman of the Board, 

President 

 

Riga, March 26, 2010 

 

 




